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SUBJECT: EC EXPORT SUBSIDIES ON 1974 CROP TOBACCO 
REF: EC BRUSSELS 01 154, 01082 

1. WE DO NOT INTEND TO FORMALLY RAISE ISSUE OF EXPORT 
SUBSIDY AT THIS TIME, BUT COMMISSION SHOULD BE AWARE THAT IF 
A LEGITIMATE PETITION IS FILED, TREASURY WOULD BE OBLIGATED 
TO INITIATE AN INVESTIGATION UNDER COUNTERVAILING DUTY LAW. 
SUBJECT OF EXPORT SUBSIDIZATION WILL LIKELY BE 
DISCUSSED IN MTN. IN POSSIBLE FUTURE DISCUSSIONS WITH 
COMMISSION YOU MAY POINT OUT THAT US IS OPPOSED IN GENERAL 
TO SUBSIDIZATION OF EXPORTS, AND WOULD VIEW WITH CONSIDER- 
ABLE CONCERN EC SUBSIDY ON EXPORTS TO US OF TYPES WHICH ARE 
GROWN IN US, I.E. FLUE-CURED, BURLEY, MARYLAND, FIRE-CURED 
AND DARK CIGAR TYPES. FOLLOWING (2-9) IS PROVIDED AS 
BACKGROUND - BEGIN FYI: 


2. U.S. TOBACCO PRODUCERS ARE NOT EXPECTED TO PROTEST 
ORIENTAL SUBSIDY; NOR ARE U.S. CIGARETTE MANUFACTURERS WHO 
HAVE BEEN PAYING VERY HIGH PRICES FOR ORIENTAL FROM 
TRADITIONAL SUPPLIERS. 

3. IT IS GENERALLY TREASURY DEPARTMENT POLICY TO 
AWAIT A LEGITIMATE PETITION BEFORE INITIATING AN 
INVESTIGATION REGARDING THE EXISTENCE OF A FOREIGN BOUNTY 
OR GRANT OFFERED TO GOODS SHIPPED TO THE UNITED STATES. 

IF, CONTRARY TO USDA EXPECTATIONS, SUCH A PETITION WERE FILED, 
TREASURY WOULD BE OBLIGATED BY LAW TO INITIATE AN INVESTIGATION 
AND MAKE A FINDING WHETHER THE EXPORT IS BENEFITING FROM 
COUNTERVAILABLE "BOUNTIES OR GRANTS." U.S. LAW PERMITS ANY 
PERSON, WHETHER OR NOT HAVING A DIRECT INTEREST IN THE 
TRADE, TO FILE LEGITIMATE PETITION ALLEGING THAT BOUNTY 
OR GRANT BEING PAID. 

4. US DOES NOT PRODUCE ORIENTAL. SUBSIDIZED EXPORTS THERE- 
FORE WOULD NOT COMPETE WITH TYPES PRODUCED IN US. ITALIAN 
ORIENTAL NOT LIKELY TO BECOME AVAILABLE IN SUFFICIENT QUANTITY 
TO INDUCE US CIGARETTE MANUFACTURERS TO INCREASE ORIENTAL 
LIMITED OFFICIAL USE 
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COMPONENT OF BLENDS AT EXPENSE OF U.S. FLUE-CURED AND BURLEY. 

5. ITALIAN ORIENTAL WILL COMPETE WITH IMPORTS FROM TRADITIONAL 
SUPPLIERS-TURKEY, GREECE AND YUGOSLAVIA. WE WOULD EXPECT 
ONE OR ALL OF THESE COUNTRIES TO RAISE ISSUE WITH EC IF ONLY 

ON "IN-FAMILY" BASIS. 

6. WE QUESTION NEED FOR ORIENTAL SUBSIDY. PRICES FOR 1973 
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CROP GREEK AND TURKISH ORIENT AT, WERE AT RECORD LEVELS. EVEN 
HIGHER PRICES ARE ANTICIPATED FOR 1974 CROP. WE WOULD HAVE 
THOUGH BUYERS PREMIUM AND WEAKENESS OF LIRA WOULD MAKE ITALIAN 
ORIENTAL VERY COMPETITIVE WITH LOWER GRADES OF GREEK AND TURKISH 
ORIENTAL, WITHOUT RESORTING TO EXPORT SUBSIDY. 

7. AVAILABLE INFORMATION INDICATES DEMAND FOR ITALIAN 
ORIENTAL WAS SURPRISINGLY STRONG IN 1974. WE WOULD EXPECT 
THIS DEMAND TO CONTINUE IN 1975, EVEN WITHOUT EXPORT SUBSIDY. 

8. U.S. IMPORTS (GENERAL) OF ITALIAN ORIENTAL WERE ABOUT 
20 MILLION POUNDS IN 1974, A FOUR-FOLD INCREASE OVER 1973. 

(WE DO NOT KNOW HOW MUCH OF THIS MAY HAVE BEEN 1971 CROP 
ANTI-YAKA WHICH WAS ALSO ELIGIBLE FOR EXPORT SUBSIDY.) AVERAGE 
C.I.F. VALUE OF THESE IMPORTS WAS WELL BELOW VALUES OF 
IMPORTS FROM TRADITIONAL SUPPLIERS. 

9. ITALY IN RECENT YEARS HAS BECOME GOOD MARKET FOR HIGH 
QUALITY U.S. FLUE-CURED AND BURLEY. U.S. EXPORTS AVERAGED 
DOLS 25 MILLION 1972-74. EXPORTS FOR 1974 WERE UP 37 PERCENT 
OVER 1973. ITALIAN MARKET HAS BEEN TRENDING RAPIDLY TOWARD 
AMERICAN-BLEND CIGARETTES AND AWAY FROM TRADITIONAL DARK 
CIGARETTES. THIS SHIFT COULD INDICATE ANTICIPATED FURTHER 
DROP IN ITALIAN MONOPOLY DEMAND FOR AROMATIC TOBACCO. END 
FYI 

10. FOR ROME AND BONN. PLEASE REPORT, BY VARIETY AND CROP, 
QUANTITIES CURRENTLY OR LIKELY TO BE SURPLUS TO EC DEMAND 
AND THEREFORE AVAILABLE FOR EXPORT DURING 1975. INDICATE 
WHETHER HELD BY INTERVENTION AGENCY OR PRIVATE DEALERS. 

KISSINGER 
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